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The study of Economics only began a little over two centuries ago. Since that time, 
many theories and ideas have been put forward to explain how cities, regions and 
nations grow and transform over time. The transformation from what is considered a 
developing nation into a developed nation has been a fascinating and much debated 
process. The People’s Republic of China is now currently in that process. As with any 
change, problems can manifest themselves, and with the amazing economic 
development of China, the increasing income disparity between the eastern region and 
the western region has developed. To combat this growing problem, the Chinese 
Central government has begun a coordinated public policy effort in the year 2000 – 
the Great Western Development Strategy – to address the increasing lagging behind 
of the remote western provinces of China.  
 
This paper reviews the basic history of China’s economic development and growth 
based on a number of relevant theories of the differences between the eastern and 
western regions of China. Using empirical data on China from 1978 to 2006, the 
differences between eastern and western China and the policy results of the Great 
Western Development Strategy was tested. The policy results found that the Great 
Western Development Strategy in China in terms of economic impact from the policy, 
has created a positive impact, but not significant. In contrast, the western region has 
certain advantages; however it remains behind due to a lack of capital. Finally, some 
relevant policy recommendations are put forth with regard to the development of 
western China.  
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Chapter 1 Introduction 
Over the past 5,000 years of its existence, China has undergone incredible changes. 
The most radical changes have occurred within the past one hundred years. For 
example in 1911, just ninety nine years ago, the Qing Dynasty still ruled the nation as 
a feudal system with much of its national output focused mostly on agriculture. 
 
Following the end of the Qing Dynasty with the abdication of the boy Emperor Puyi, 
the Republic of China was founded by Dr. Sun Yat-Sen and a modern democracy was 
created in East Asia. Unfortunately, the Republic of China government quickly fell 
into disputing factions and the corruption seen under the Qing Dynasty had quickly 
returned. 
  
After the retreat of the Republic of China government to Taiwan in 1949, the People’s 
Republic of China was established. Under the leadership of Chairman Mao Zedong, 
China (now ruled under a single political party, the Chinese Communist Party), was 
supposed to have achieved enormous industrial and agricultural output. The Great 
Leap Forward was implemented in 1958 which while quite idealistic, became a 
tremendous disaster of policy for the people of China.  
 
Moreover, after 1949, China had closed itself off to the outside world with only 
limited trade with other communist nations. The People’s Republic of China did not 
open up again until the Reform Policy of 1978 was established which opened the door 
to foreign trade and investment. 
 
Under the guidance of Deng Xiaoping, China began its slow movement away from 














market society. Enormous progress has been made over the past thirty years since the 
reform. The lives of literally hundreds of millions of people have greatly benefited 
from the long-term strategy created by the Chinese Central government which has 
played a crucial role in economic development. 
1.1 Background 
On January 19, 2000, the Inter-ministerial Committee for Developing the Western 
Region of the State Council was set up in Beijing, with Premier Zhu Rongji as the 
Chair. The purpose of this committee was to begin a serious coordinated effort by all 
Chinese Central government ministries to develop the western region of China. The 
name of the public policy was the Great Western Development Strategy1 (simplified 
Chinese: 西部大开发; pinyin: Xībù Dàkāifā). The main components of the strategy 
included the development of infrastructure (ground and air transportation, hydropower 
plants, energy, and telecommunications), provide incentives for foreign investment 
(such as tax or loan subsidies), increase environmental awareness such as promoting 
reforestation and reducing air and water pollution, promotion of education, and 
provide opportunities in local areas to prevent talent from flowing to richer provinces. 
As of 2006, “…a total of 1 trillion Yuan ($125 billion U.S. dollars) has been spent on 
building the infrastructure in western China in the past six years” (Chinaview).   
The motivation for selecting the Great Western Development Strategy for a public 
policy economic analysis was of a personal interest. As an American who has read 
much about the development of America’s economy in the western territories of the 
United States in the 1800s, it is coincidental that China is experiencing itself a frontier 
movement to promote economic advancement in the remote western regions of China. 
                                                        














American history classes often speak of “Manifest Destiny,” which was the belief that 
America should explore, subdue, and build-up the land from the Atlantic Ocean to the 
Pacific Ocean. In an editorial printed in July 13, 1865, the famed American newspaper 
editor Horace Greeley wrote “Go West, young man, go West and grow up with the 
country.” While the western region of China has been officially part of China going 
back to ancient times, the spirit of building-up the remote interior region is 
comparable to America’s frontier spirit. 
The most significant difference though between the western frontier of America and 
the western frontier of China resides in geography. America has access to the ocean on 
both the eastern and western sides of the nation, while China has access to the ocean 
along the eastern side. If one considers the transportation geography of America, the 
shipment of goods and movement of peoples, can arrive on the east coast, and move 
over land to the west coast, and if necessary, continue on towards Asia or the south 
pacific (and vice versa towards Europe). This provides a sort of ‘conveyor belt’ in the 
transportation sector which is a key to economic development.  
However, China today, though it has had the famed ancient Silk Road from the past 
which was highly lucrative, now borders areas that have regional or political 
instability. Pakistan and India, with their heavily disputed Kashmir region, borders 
China in the west. Moreover, China’s western frontier borders a myriad of former 
Soviet republics as well as the nearby nation of Afghanistan which has been more or 
less at war for the past thirty years. A ‘conveyor belt’ of transportation moving across 
China and into central Asia and on towards Europe, while not impossible, does require 
major investment as well as political stability in the nations of central Asia.    














(coastal) region. According to Owen Lattimore, an American author and scholar of 
Chinese history, he noted an interesting geographical feature of Mainland China - the 
15 inch isohyet (or rainfall) line. The land to the south and east of this rainfall line, 
which receives 15 inches or more of rainfall a year, has an abundance of water 
resources and arable land. While the area to the north and west of the line, and which 
receives less than 15 inches of rainfall a year, has scarce water resources and almost 


















Lattimore emphasized that the human population southeast of the line is much denser 
and that farming is widespread, resulting in a more sedentary lifestyle. While the 
population north and west of the line, particularly in earlier times, relied more on 
pasturing animals for food and with the scarcity of water resources, had to rely on a 
nomadic lifestyle. 
Aside from the 15-inch isohyet line, the other geographical barrier that may slow 
growth in the western region is the Himalayan mountain range. In terms of ground 
transportation, such as highways and railways, the extreme ruggedness of mountains 
raises the cost of building transportation infrastructure. Furthermore, with the 
movement of both products and people, mountain ranges pose as a natural barrier to 
hinder or slow down movement, which may also pose as a barrier to economic 
growth.   
1.2 Reform and the SEZs 
During the 1980s, within a few years after the Reform Policy of 1978, the most 
striking economic growth took place within the agricultural sector. Prior, to the 1978 
reform policies, China’s farmers lived under a commune system where central 
planners from the Chinese Central government controlled, through regulation, what 
crops to plant, when to harvest, and the prices they were to be sold for.  
Following the reform, farmers were encouraged to abandon the commune system in 
favor of the responsibility system. This new system allowed farmers to determine for 
themselves what crops to plant and to decide what price to sell them at. Almost 
instantly, consumption by farming communities soared as a result that individual 














incentive to take steps to increase their crop yields which benefited the nation as a 
whole. 
Meanwhile, with China’s massive human labor resource, the Chinese Central 
government initiated policies which might encourage foreign companies to relocate 
manufacturing operations inside China and provide employment for the Chinese 
people. This began in 1980 with the creation of four Special Economic Zones (SEZ). 
These new SEZs were located in the cities of Shenzhen, Zhuhai, Shantou, and Xiamen. 
Later in 1984, due to the success of the initial 4 SEZs, the PRC opened up 14 other 
coastal cities for international trade and investment. Hainan (an island off the coast of 
Guangdong) was separated from Guangdong Province in 1988 and created as a new 
province with SEZ status for the entire province/island. The most obvious factor for 
all of these SEZs was that they were all located along the coastal areas. Through tax 
incentives and the availability of low cost labor and inexpensive land leasing, these 
coastal SEZs were highly favorable to foreign investors. Moreover, being coastal 
areas kept transportation shipping costs and time from the factory to port to a 
minimum.  
As mentioned previously, the success of these SEZs has been remarkable. The most 
successful being that of Shenzhen. What was once a small fishing village in the 1970s 
near Hong Kong has become a major financial center that boasts its own stock 
exchange. In 1980, Shenzhen had a population of approximately 2,000. As of 2008, 
the population has reached over 8.7 million2! Being a truly migrant city, much of its 
population has come from not only the rural areas of Guangdong, but also from many 
poorer provinces, such as those in the central and western regions. 
                                                        














Public policies such as the designation of ‘Special Economic Zone’ status and 
providing a combination of incentives for investment in a region has proven itself, not 
only in China, but in many countries and regions around the globe, as being a very 
strong and efficient method of encouraging economic growth and raising the overall 
standard of living for the local inhabitants.   
The drawback is that while one area may receive an enormous amount of attention 
and investment, the result may be the cost of lost opportunities in other areas. The 
eastern (coastal) region of China has become very rich, very quickly. More highways, 
railroads, and other forms of public infrastructure were focused along the eastern 
regions to promote further economic growth along this region, leaving the inland 
areas further behind. Such large tax and/or investment incentives provided through 
public policy often distort what the free-market would normally do and can increase 
the divide between rich areas and poor areas.  
1.3 The Three Regions 
According to the CIA World Factbook, the land area of the People’s Republic of China 
is 9,596,961 sq km, just slightly smaller than the United States. Table 1 gives a 
breakdown on how China is divided. The three regions are: the eastern (or coastal) 
region, the central region, and the western region. While the western region only 
makes up approximately 29% of the entire Chinese population, it does have 56% of 
the land area. The eastern region does have a majority population at 41%, but if the 
interior central and western regions are combined, then the eastern region retains a 
minority status in population. Generally speaking, the further inland one goes, the 


























































































































































































































































































































































































































With respect to the Great Western Development Strategy, the focus is primarily on the 
western region. Moreover, with this particular policy, the provinces of Inner Mongolia 
and Guangxi, while not directly in the western region, have been included to be part 
of the Great Western Development Strategy. 
1.4 GDP per Capita 
Household incomes in the eastern provinces have been increasing very quickly. All of 
this productivity and growth however was focused on the east and leaving the inland 
areas of China farther and farther behind. The most obvious difference was the 
income disparity between the east and west. By the 1990s, incomes in the eastern 
provinces were almost four times that of the western provinces, and were likely to 
increase over time. 
Using data from the National Bureau of Statistics in China, Figure 2 illustrates the 
GDP per Capita which has been compared for three different years and can be viewed 
for 30 provinces, autonomous regions, and municipalities. 
As can be viewed from the figure, in 1980, most GDP per capita was not only very 
low but also fairly equal. However, by the year 2000, GDP per capita in the eastern 
and central provinces were clearly ahead of the western provinces which are located 
on the far right, beginning with Inner Mongolia. The success of earlier public policies 
such as the SEZs of the 1980s has clearly been indicated by the year 2000 via the 
GDP per capita in the eastern regions. In 2008, the western provinces have shown 
success in raising their GDP per capita, but still lagging far behind that of their eastern 
and central counterparts. For example, Shanghai, the wealthiest provincial level city, 
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